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ABSTRACT

Increasing trade within the East African regiorbéginning to drive ever-increasing
demand and opportunities for businesses in thiomedeading to expansion or re-
organization of Kenya-based banks in the regionryEstrategies are crucial to the
survival of new firms as they ensure that firms m@ving on the correct track right
from the start without deviating from their goalEhe selection of an appropriate
strategy in a foreign market can have significard &ar reaching consequences on a
firm’s performance and survival. NIC Bank, one axfge financial services provider is
pursuing regional expansion programme, a strategynéet the ever increasing
demand for banking services in East Africa regidhe study therefore sought to
identify strategies used by NIC Bank to enter thstEAfrican market. The procedures
for conducting the research are discussed in chtpe. The study was a case study
on NIC Bank. Primary data was collected using adHiinistered interview guides.
The target respondents were three senior manafi¢éhe dank in Kenya, Tanzania
and Uganda. The interview guide contained opengmpestions. The open-ended
guestions enabled the researcher to collect gtieditalata. Before processing the
responses, the completed interview guides wereeadfor completeness and
consistency. A content analysis was employed. Finghe study reveals that NIC
Bank moved into the East African markets through. Fibwever, there are a couple
of challenges facing the bank ranging from incrdasempetition to corruption and
government bureaucracy especially in Tanzania. &s$ @f the recommendation, the
research puts forward a necessity for thorough etaakalysis as a key step in the
process of selection of market entry strategiee Study also recommends further
research on other market entry strategies sucloias yentures adopted by other
banks to enter other markets within the continent.
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CHAPTER ONE
INTRODUCTION

1.1 Background of the Study

One of the most dramatic and significant world d®rn the past two decades has
been the rapid, sustained growth of internationairess. Markets have become truly
global for most goods, many services and espediaiflfinancial instruments of all

types. There are many challenges and problemsf#icat firms that do business

outside of their home countries. They include comgesuch as how to handle
business in different currencies, ways of dealiridy Whe government as well as how
to operate effectively in diverse legal environmértie concerns also include what
strategies will be adopted to enable a firm to cermpuccessfully against rivals from

other countries.

As firms have no control over the external envirent their success depends upon
how well they adapt to it. A firm's ability to dgsi and adjust its internal variables to
take advantage of opportunities offered by theresleenvironment, and its ability to
control threats posed by the same environment,rdetes its success. There are
several factors exogenous to the home environménthe® organization, which
influences decision-making on resource use andbiiépes. This includes the social,

political, economic, regulatory, tax, cultural, #gand technological environments.

According to Kieti (2006) the choice of foreigntgnmode greatly impacts on the
entrant’s future decisions and performance in fprainarkets. The choice of entry
mode also carries with it great implications on thgource commitment levels for a
foreign firm, which is difficult to transfer fromne to another, especially from high

levels of resource commitment (Zhao and Decker52(enyan banks have taken to



regional expansion and business diversificatioraiid to increase their income
streams. Twelve local banks, which include largeygts Equity, KCB, Co-operative
and CFC Stanbic, have regional operations. Thectiete of an appropriate entry
strategy in a foreign market can have significartt far -reaching consequences on a
firm’s performance and survival Davidson, (1982gtiGnon and Anderson, (1988).
The decision about the choice of foreign entrytet is of great importance to the
international expanding firm. The decision impagtsatly on the scale of resources
commitment and has far reaching implications omritperformance of the foreign

business (Roots, 1994)
1.1.1 Concept of International Business

International Business is the performance of tradé investment activities by firms
across national borders. Since the most conspicaspesct of international business is
the crossing of national boundaries, internatidnadiness can also be referred to as
cross-border business (Grosse, 1992). Globalizatioth compels and facilitates
companies to pursue cross-border business acsiame international expansion. A
few decades ago, international business was latgelgomain of large, multinational
companies. Recent developments have created alewaleplaying field that allows

firms of any size to benefit from active participatin international business.

Many of the concerns of decision- makers in intéomal business have to do with
environmental factors such as government policied aconomic conditions in
different countries (Groose 1992). Deresky, (19®%Dserves that international
management demands a contingency approach to comptedynamic environment
each of which has its own unique requirements.tifalienvironment in a country

influences the legislation and government rules ragdlations under which a foreign



firm operates. Every country in the world followts own system of law and a foreign
company operating within it has to abide by theseslfor as long as it continues to

operate there.

The technological environment comprises factorsateel to the materials and
machines used in manufacturing goods and servikdes.organization's receptivity

and willingness to adopt to new technology, as wvasdl the willingness of its

consumers to do likewise, influences decisions madan organization. Economic
factors exert huge impacts on firms working in steinational business environment.
The economic environment relates to all the factbet contribute to a country's
attractiveness for foreign businesses. AccordingGdligan, 1989), International

business has been going through the most fundahemdafar reaching process of
change of the post war period. The implicationghi$ change pose a significant
challenge both to the industry and government tiinout the world and promise to
alter not only the nature and structure of comjpetibut also the balance of economic

power.

1.1.2 Market Entry Strategies

A market entry strategy consists of the pattermofes and approaches devised by an
organization to successfully enter and compete fioreign market. The appropriate
market selection and entry strategy is potentiallgomplex decision, significantly
influenced by the extent to which the internatitaation process has been triggered
by changes in either external or internal fact@&hig, 1995). Pearce and Robinson
(2007) define strategy as a large scale, futurented plan for interacting with the
competitive environment to achieve company objestiv In a quite simple

explanation, strategy is a firm's theory about htovcompete successfully, Peng



(2009). Regardless of the trigger to the intermatization process, once an
organization has taken the decision to becomenatiemal in its scope, external and
internal factors will shape the chosen strategye Key external factors include

political, economic, social and technological andpetition at the level of industry.

Similarly, the organization’s internal factors wilhclude core competencies,
organizational learning and administrative herita@ellectively, external and internal
factors will influence the organization’s markettrgnand development strategy.
Firm’'s decision makers are faced with the questibwhether or not to enter a new
country market or to acquire a new business lite firm has to carry out a thorough
analysis of its competitive advantages and disadg@s relative to rival firms, and
choose alternatives that take advantage of itegtine and minimize the impact of its
weaknesses. Strategic alliance is a formal agreebwiween two or more separate
companies in which there is joint contribution @sources, shared risks, shared
control and mutual dependence. The relationshipvdmt the partners may be
contractual or merely collaborative (Thompson, 2007 a strategic alliance, each
company maintains its autonomy while gaining newarstunity. A strategic alliance
could help a company develop a more effective mscexpand into a new market or

develop an advantage over a competitor among ptissibilities.

Wholly owned subsidiaries are operations in a lvosintry that are fully owned by
foreign parent firm (Gillespie, 2011).In a whollyoed subsidiary, the firm owns
100% of the stock. Establishing a wholly owned gliasy can be done in two ways.
The firm can either set up a new operation in t@intry often referred to as a
Greenfield venture or it can acquire an establidiredin that host nation or use it to
promote its products (Hill, 2009).Greenfield vertus a foreign direct investment

where a parent company starts a new venture ineggfocountry by constructing new



operational facilities from the ground up. Most grdr companies create new long-
term jobs in the foreign country by hiring new epyaes. The government gains
through job creation, knowledge and technology thabst the country’s human

capital.

Acquisitions and mergers. Merger is a pooling ofiag with the new created
company often taking a new name. An acquisit®m@ icombination in which one
company, the acquirer, purchases and absorbs #ratmms of another, the acquired,
(Thompson, 2007). The resources, competencies ametitive capabilities of the
newly created enterprise end up much the same wah#th combination is the result

of acquisition or merger.

1.1.3 Banking Sector in Kenya

Kenya'’s financial system is by far the largest amust developed in East Africa and
its stability has improved significantly over thasp years. The Banking industry in
Kenya is governed by the Companies Act, the Bankay the Central Bank of
Kenya Act and the various prudential guidelinesiéssby the Central Bank of Kenya
(CBK) from time to time. The banking sector waseliélized in 1995 and exchange
controls lifted. Central Bank of Kenya is taskedhaiormulating and implementation
of monetary and fiscal policies. Central Bank is lander of last resort in Kenya and
is the banker to all other banks. The CBK ensuhesgroper functioning of the
Kenyan financial system, the liquidity in the caynand the solvency of the Kenya

shilling.

The banks have come together under the Kenya Bamasociation (KBA), which

serves as a lobby for the banking sector’s intesre¥he KBA serves a forum to



address issues affecting members. Over the lastyBars, the banking sector in
Kenya has continued to grow in assets, depositditadnility and products offering.
The growth has been mainly underpinned by; an imguside branch network
expansion strategy both in Kenya and in the Easic&i community region,
automation of a large number of services and a mowards emphasis on the
complex customer needs rather than traditional-ttugfshelf’ banking products.
Players in this sector have experienced increasatpetition over the last few years
resulting from increased innovations among the gaigyand new entrants into the

market.

The banking industry in Kenya has undergone a ntegmisformation due to amongst
other factors, changing patterns of customer behawjovernment regulation,

technological innovations, service quality moverserdnd pressures to improve
productivity, relaxation of previous professionasaciation restrictions on marketing,
internationalization and globalization. This hasisd a lot of dynamism in the

banking sector spiraling unprecedented competitibm.survive and thrive, these

banks have been forced to differentiate themsetvaisly through customer-focused
initiatives. This has led to a renewed focus ondéeelopment of relevant marketing
strategies as a response to the evolving challeridesse strategies consist of the
business approaches and initiatives specific barksindertaking to attract customers
and fulfill their expectations; to withstand comipeé pressures and to strengthen

their market positions.

Kenyan banks have slowed national expansion inptds two years, turning to the
regional market where financial services are larg@hderdeveloped. The large

market under the East African Common Market Prdidwes boosted cross-border



trade, with the banks betting on their regionaWweks to increase earnings from
trade, finance, forex and other deals. Central Bahkenya governor Njuguna
Ndung'u attributed the regional expansion desirgdhie Kenyan banks to innovation
within the industry that has helped growth.”The mgpace for innovation has helped
sustain growth in the banking industry and the darfjnancial sector,” said Prof

Ndung'u.

1.1.4 National Industrial Credit (NIC) Bank

NIC Bank is a commercial bank in Kenya. It is ofiegh®e commercial banks licensed
by the Central Bank of Kenya, the country's bankiegulator. NIC Bank is a large
financial services provider in East Africa. Headdeied in Nairobi, Kenya, the bank
owns subsidiary companies in Kenya and a contglliterest (51% shareholding), in
NIC Bank Tanzania, a commercial bank in neighbauiianzania. In May 2012, NIC
Bank opened a 100% subsidiary, NIC Bank UgandaofABecember 2011, NIC
Bank's total asset base was valued at about US$@#i6n (KES: 79 billion), with
shareholder's equity of approximatelyUS$126 mill{gES: 10.5 billion). . Last year,
NIC raised Sh2 billion in a rights issue, with pafthe capital being used to start new
operations in Uganda. The group has already registthe business name NIC in
Rwanda and Zambia, with the management statingtkiegt were waiting for any

opportunities in the future.

The bank was founded in 1959 as a joint ventureStandard Bank Limited and
Mercantile Credit Company Limited, both headquadein the United Kingdom at
that time. NIC was initially a non-bank financialstitution (NBFI). In 1971, NIC
became a public company, by listing on the NairStuck Exchange, where it still

trades today as NIC Bank. In 1995, the Central BainKenya required all NBFIs in



the country to either convert to fully fledged coemgial banks or close shop. NIC
applied for and was granted a banking license shate year. In 1997, NIC Bank
merged with African Mercantile Bank Limited (AMBanhka Kenyan financial
institution. In May 2009, NIC Bank acquired a 51#aeholding interest in Savings
and Finance Commercial Bank, a small Tanzanianl retak with approximately
US$30 million in assets and approximately US$5ianillin shareholder's equity at
the time. As of March 2011, Savings and Finance @ercial Bank has rebranded to
NIC Bank Tanzania. In May 2012, NIC Bank opened)@% subsidiary, NIC Bank

Uganda.

NIC has set aside Sh608 million to inject in itsZvZanian subsidiary through a rights
issue slated for mid this year and also buy moereshof the lender. The cash call
will see NIC raise its shareholding of the Tanzanimit above the current 51 per
cent, the Nairobi Securities Exchange (NSE) liskmader disclosed in its annual
statement. The Tanzanian subsidiary has plannedise an additional capital of
Sh468 million (Tsh8.5 billion) through the rightssue, which implies that NIC will
require about Sh234 million to take up all its tgyiThe mid-sized Kenyan lender has,
however, also set aside an additional Sh374 millonbuy more shares of its
Tanzania subsidiary. “The board of directors appdothe acquisition of additional
shares from existing shareholders, and the takefujghts that are not exercised by
existing shareholders. This brings the total addél investment in NIC Tanzania to

Sh608 million,” said the board in the statement.

The group posted an after-tax profit of Sh3 billiaiith the Tanzania business
contributing Sh103 million to the basket, a dropnfr Sh109 million earned in the

previous year. The rights issue is expected tolodecby end of June. Funds raised



would finance branch expansion, with the targen@eio reach more small and
medium-sized enterprises. In Kenya, the lende@hgtsong base in corporate banking
and asset financing.NIC Bank ventured into Tanzamia009 by acquiring a 51 per
cent stake in Savings & Finance Commercial Bankicviit later renamed in line

with the group’s brand. The bank has two branchePar es Salaam and one in

Mwanza, Arusha and Kahama.

Plans by the group to firm its foothold in Tanzaaia in line with its overall strategy

of an increased regional presence. In addition B#@k is Kenya's 7th largest bank
by shareholders funds and Kenya's 9th largest lnlassets. NIC Bank Group

consists of six companies namely NIC Bank Kenya; Bank Tanzania, NIC Bank

Uganda, NIC Capital Investment Bank, NIC Securiteesl NIC Insurance Agents.

The bank is a one stop financial services provigerating in East Africa\IC is set

to acquire up to three other local banks to meet tentral bank’s capital

requirements. A rule introduced in 2009 requiresiyées 43 banks to have at least 1
billion Kenyan shillings ($12 million) core capitédom the end of 2012. This was
increased from an earlier requirement of only 25lion shillings (about $3 million),

(www.nic-bank.com)

1.2 Research Problem

Today’s business environment is dynamic, complek@mtinually changing, Brown,
Squire and Blackmon (2007). Any company that asgfive industry leadership in the
21%" century must think in terms of global, not domestmarket leadership
(Thompson, 2007). The world economy is globalizeigan accelerating rate as
countries previously closed to foreign companiegmopp their markets, as the

internet shrinks the importance of geographic dista and as ambitious growth-



minded companies race to build stronger competfinstions in the markets of more
and more countries. Different organizations exptmdoreign markets for various

reasons including the need to gain access to netoroers, to achieve lower costs
and enhance the firm’s competitiveness, to cap#éadin its core competencies and to
spread risk across a wider market base among ottiexse however can only be

achieved if the right strategy is adopted by trgaaization.

Past studies indicate that the choice of foreigttyemode greatly impacts on the
entrant’s future decisions and performance in tremarkets (Kieti, 2006). He

further notes that Kenyan firms venturing into $®uh Sudan need to devise entry
strategies that will preposition them to take adagae of the opportunities in the

economy in a manner that is sustainable. The chufithe strategies has been very
critical in ensuring a smooth entry into foreign rkeds, since what works for one
organization may not work for another. Moreoveratgigies used in entering one
country may not necessarily work in another counftye decision about the choice
of foreign entry strategy is of great importancettie international expanding firm.

The decision impacts greatly on the scale of remsurcommitment and has far
reaching implications on future performance of theeign business (Roots, 1994).
Kieti (2006) confirms that the decision on foreigntry strategies among Kenyan
firms is a function of various parameters some bicW are firm specific others are
influenced by the foreign business environment,levbthers are influenced by the

very context in which the decision is being made.

Foreign Direct Investments (FDI) involves ownershipl control of a company in a
foreign country. In exchange for the ownership, theesting company usually

transfers some of its financial, managerial, techlnitrademark and other resources to

10



the foreign country (Groose, 1992). As companm®inue to seek better strategies
for their businesses in different countries, andy@gernments change their views on
foreign direct investment, the forces shaping tbé decisions shift over time. Since
companies are the central decision makers in Ridir tviews on the investment

process are considered first.

As business needs become more complex, it has dedhé expansion or

reorganization of Kenyan-based banks in the Easica#\fregion. Banks have no
choice but to evaluate and choose mode of entitywhiaenable them penetrate and
gain competitive advantage in the new market. Tdngkb are employing acquisition,
mergers, direct investment (Greenfields) in thegional expansion strategies, Maliti
(2008). Often banks fail in foreign markets becaw$einappropriate entry and

operation strategies. A wrong strategy can leaa bank’s failure in foreign markets
and at home as well. An appropriate strategy canabeimportant source of

competitive advantage in a new market. An inappabprstrategy on the other hand
can be a competitive liability leading to a compedi disadvantage (Pearce &

Robinson, 2005).

Nic Bank’s entry into the Tanzanian market in 2@0@ later into Uganda in 2012 has
been very successful and the purpose of this stsidy focus on the different
strategies adopted by the bank in entering foretgnkets and therefore provide
useful insights to organizations that might be aering venturing into the regional

as well as global market.

11



1.3 Research Objectives

The objective of this study was to determine wlealry strategies have been used by
NIC Bank to enter into the East Africa region. Téieidy sought to answer the
following question: What are the entry strateglest have been used by NIC Bank to

enter the East African Market?

1.4 Value of the study

To research institutions the findings of this stwdyl help them discover the facts
about the entry strategies that NIC Bank has usggin competitive advantage in the
East Africa region. This is because in today’s higlompetitive environment, correct

choice of entry strategy permits firms to attaimpetitive advantage.

To academicians the findings of this study will hehem to know the gap, or
questions that this study will not have covered waiiltl therefore be able to further
this research. The public will be able to undemtas stakeholders of those

institutions what benefits and challenges of sgia®used in East African market.

To NIC Bank and other industries the results of thiudy will help to know the

advantages of choosing a correct market entry #saw¢he challenges faced by firms
in penetrating the East Africa region and globatkats at large. The findings on how
NIC bank has used different market entry stratetgiegain competitive advantage in
foreign markets would be beneficial to potentialdastors seeking to penetrate

regional markets.

To policy makers the finding will guide them in etiag laws which will encourage

more companies to venture into the East Africamoredrhis is because every country

12



in the world follows its own system of law and aefign company operating within it

has to abide by these laws for as long as it coasirio operate there.
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CHAPTER TWO

LITERATURE REVIEW

2.1 Introduction

This chapter seeks to explain the internationalinass environment as well as the
concept of market entry strategy. The strategiesl urs entering foreign markets will

be highlighted in this chapter.

2.2 The concept of International Business

International Business is the performance of traieé investment activities by firms
across national borders. Since the most conspicaspesct of international business is
the crossing of national boundaries, internatidnadiness can also be referred to as
cross-border business (Grosse, 1992). Globalizatioth compels and facilitates
companies to pursue cross-border business acshate international expansion. A
few decades ago, international business was latijeldgomain of large, multinational
companies. Recent developments have created alewaleplaying field that allows

firms of any size to benefit from active particippatin international business.

Entering into a foreign market is like discoveringw territory for business owners.
Foreign countries have different laws, economiesiress strategies and currency.
Cultural differences can also impede a countrycess. There are several factors
exogenous to the home environment of the orgaoizathat influences decision-
making on resource use and capabilities. Yabs (26BZerves that there are many
factors that affect the operating environment éérinational business in Kenya. The

major ones include physical forces, economic fqrsesial-cultural forces, financial

14



forces, political forces, legal forces, labor faceompetition within the industry and
ecological forces. The political environment in @uotry influences the legislation
and government rules and regulations under whidargign firm operates. Every
country in the world follows its own system of lamd a foreign company operating

within it has to abide by these laws for as long asntinues to operate there.

The technological environment comprises factorsateel to the materials and
machines used in manufacturing goods and servid®s.organization's receptivity
and willingness to adopt to new technology, as wvasdl the willingness of its
consumers to do likewise, influences decisions madan organization. Economic
factors exert huge impacts on firms working in steinational business environment.
The economic environment relates to all the factbeg contribute to a country's

attractiveness for foreign businesses.

Businesses rely on a predictable and stable mexharh monetary system that
acknowledges countries’ and economies’ interdepareleand that fosters growth,
stability and fairness at a global level is impottéor prosperity, and the operation
and growth of companies. As firms have no contn@rahe external environment,
their success depends upon how well they adayt # firm's ability to design and

adjust its internal variables to take advantagepgortunities offered by the external
environment, and its ability to control threats @ibsby the same environment,

determines its success

2.3 Market Entry Strategies

A market entry strategy consists of the pattermofes and approaches devised by an
organization to successfully enter and compete foreign market. The appropriate

market selection and entry strategy is potentiallgomplex decision, significantly

15



influenced by the extent to which the internaticaation process has been triggered
by changes in either external or internal factdbis J (1995).Regardless of the
trigger to the internationalization process, onc@manization has taken the decision
to become international in its scope, external amidrnal factors will shape the

chosen strategy. Ogot (2008) observes that an ppare strategy can be an

important source of competitive advantage abroad.

Entry strategies are crucial to the survival of rfews as they ensure that firms are
moving on the correct track right from the starthwut deviating from their goals,
Parasuraman, (1988). If a firm has an effectivataegy in place, internal firm-level
variables will be best matched with external enwinent to achieve superior
performance (Green, 1995). Criteria for selectimgaaket entry method should relate
to the organization’s overall corporate strategy tre extent, depth and geographical
coverage of its present and intended foreign operst According to Fred (1995)
Strategy is defined as a set of goals and poligisch align the firm’s strengths and
weaknesses with the external (industry) opportesitand threats. The interactive
effects of industry structure, strategy and theegmeneur have a far greater impact on

performance than any other variables in isolat®andberg and Hofer, 1987).

The selection of an appropriate entry strategyfior@ign market can have significant
and far -reaching consequences on a firm's perfoo@aand survival (Davidson,

(1982); Gatignon and Anderson, 1988). The entgtetyy is especially important, as
the strategy chosen will restrict the number dditsigic and tactical alternatives open
to the firm in future. Both strategic and tactichdcisions make up a firm’s entry
strategy. Strategic decisions address what, widren and why to launch questions.
Tactical decisions are made relatively late in phgect and can be easily modified.

These include all the marketing mix decisions foe hew product, like pricing,
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distribution promotion and branding and productoassent. The marketing mix
decisions are dependent on what the short terns gufathe firm are. These goals

include profits, market share, growth and saleg|@€£02004)

The decision about the choice of foreign entrytetra is of great importance to the
international expanding firm. The decision impagteatly on the scale of resources
commitment and has far reaching implications omriperformance of the foreign

business (Roots, 1994). Often, firms fail in foreimarkets because of inappropriate
entry and operation strategies (Wech and Luostayib®88). Porter (1990) states that
a global strategy must begin with a unique comipetiposition that results in a clear
competitive advantage. Vernon (1997) views comipetiadvantage as the ability of a
country to use its location-bound resources in & which will enable it to become

more competitive in international markers.

2.3.1 Exporting as an Entry Strategy

Exporting is the marketing and direct sale of dstically-produced goods in another
country. According to Daniels et al (2002) companill usually export before
engaging other modes of international businessusecaxporting “requires the least
commitment of the least risk to their resourceshc8 exporting does not require that
the goods be produced in the target country, nestment in foreign production
facilities is required. Most of the costs assodatdth exporting take the form of
marketing expenses. Sharan (2003) classifies ergomto two types; direct and
indirect. “Direct export is where a company takaB fesponsibility for making its
goods available for the target market by sellingrid users normally through its own
agents” (Sharan, 2003). Direct export works the bebe volumes are small. Large

volumes of export may trigger protectionism. Thamwharacteristic of direct exports
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entry model is that there are no intermediariesed@iexports occur in different ways
including; Sales representatives who represent foreign supfslianufacturers in

their local markets for an established commissiansales. They provide support
services to a manufacturer regarding local advegjslocal sales presentations,
customs clearance formalities, legal requiremavimufacturers of highly technical
services or products such as production machineepefit the most form sales
representationmporting distributors purchase product in theimomght and resell it

in their local markets to wholesalers, retailenspoth. Importing distributors are a
good market entry strategy for products that areiedhin inventory, such as toys,

appliances, prepared food.

An indirect export is the process of exporting thlgb domestically based export
intermediaries. The exporter has no control ovempitbducts in the foreign market.
There are several types of indirect export; Expa@ding companies (ETGsWhich
provide support services of the entire export pgeder one or more suppliers. This
mode is attractive to suppliers who are not famméth exporting as ETCs usually
perform all the necessary work: locate oversealirtgapartners, present the product,
and quote on specific enquiries among othd&tgport management companies
(EMCs), these are similar to ETCs in the way that they Iis@xport for producers.
Unlike ETCs, they rarely take on export credit sisiad carry one type of product, not
representing competing ones. Usually, EMCs tradeedralf of their suppliers as their
export departments. Hill (2005) defines EMCs ascihists who act as the export
marketing department or the international departrf@nthe client firms. According
to Sharan (2003) an EMC can act as a distribua@ing title to the goods and selling
them on its account and assuming trading risk. HM€ can act as an agent charging

commission on sales.
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2.3.2 Franchising as an Entry Strategy

The franchising system can be defined as a systewhich semi-independent
business owners (franchisees) pay fees and royadtia parent company (franchiser)
in return for the right to become identified witis trademark, to sell its products or
services, and often to use its business formasgsigm. Franchising agreements tend
to be longer and the franchisor offers a broadekage of rights and resources which
usually includes: equipment, managerial systemsration manual, initial trainings,
site approval and all the support necessary fofrtrechisee to run its business in the
same way it is done by the franchisor. In addiframchising is limited to trademarks
and operating know-how of the business. The kegessgfor franchising is to avoid
sharing the strategic activity with any franchisespecially if that activity is
considered important to the company. Sharing tlstrsgegic activities may increase
the potential of the franchisee becoming a commetitue to the knowledge and

strategic spill over.

Hill (2005) defines franchising as “a specializeatnfi of licensing in which the

franchiser not only sells intangible property (natiy a trademark) to the franchisee,
but also insists that the franchiser must agresbtde by strict rules as to how it does
business”. Sharan (2003) observes that whereassiigg is common in

manufacturing industries, franchising is more comnio service industries where
brand name is more important. Sharan notes thattitsing may take either direct or
indirect form. Indirect franchising involves sulaffichisers between the original
franchiser and the host country units. In direenéhising, the franchiser frames
policy, monitors and directs the activities in e&dst country from its home country

base.
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2.3.3 Opening Branches and Subsidiaries

As a firm’s international activities expand, thadiequacy of exporting as a means for
doing foreign business might become progressivefgemt. The firm will have
acquired detailed knowledge of foreign markets exyabrt procedures and thus might
be capable of dispensing with export intermediarfecordingly the company may
set up its own branches and /or subsidiaries, Iplyssi oversee production operations
in other countries. Branches are easy to set up@addgmantle, but complicated tax
situation can arise because some nations relateartmgunts of tax payable by
branches to the world wide profits of their pareaimpanies, Bennett Roger (1999).
According to Porter (1998) a competitive advantagests when the firm is able to
deliver the same benefits as competitors but atwerd cost (Cost advantage), or
deliver benefits that exceed those of competinglped (differentiation advantage).
Kenichi (1998) argues that delivering value to oostrs worldwide is the overriding

goal.

According to Bennett (1999) the difference betweaebranch and subsidiary is that
whereas a branch is regarded in law as direct siterof the parent firm into a
foreign country (so that the parent is legally msgpble for all the branch’s debts and
activities, subsidiary is seen as a separate asifrem the parent company. A
subsidiary is responsible for its own debts andiKara branch) is subject to exactly
the same taxes, auditing, and registration anduamtitey regulations as any other

business.
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2.3.4 Foreign Direct Investment (FDI)

FDI is an internationalization strategy in whichetlirm establishes a physical
presence abroad through acquisition of productssets such as capital, technology,
labor, land, plant and equipment (Cavusgil, 2088¢ording to Grosse (1992), FDI's
involve ownership and control of a company in aifgn country. It involves opening
of wholly owned subsidiaries which are operationsai host country that are fully
owned by foreign parent firm (Gillespie, 2011).Iwholly owned subsidiary, the firm
owns 100% of the stock. Establishing a wholly owsatisidiary can be done in two
ways. The firm can either set up a new operaticthah country often referred to as a
Greenfield venture or it can acquire an establidivedin that host nation or use it to
promote its products (Hill, 2009). Greenfield intreg is usually offered as an
alternative to another form of investment, suchnaygers and acquisitions, joint
ventures or licensing agreements (Slagen & Henr2@®7). According to Kogut
(1996) a firm can obtain wholly owned foreign sulisiies through acquisition i.e.
buying out an existing foreign producer or jointnttge or new investment often

referred to as Greenfields investment.

Merger is a pooling of equals with the new createthpany often taking a new
name. An acquisition is a combination in which eoenpany, the acquirer, purchases
and absorbs the operations of another, the acq(iteampson, 2007).The resources,
competencies and competitive capabilities of thelyecreated enterprise end up
much the same whether the combination is the resiulacquisition or merger.

Acquisition has become a popular mode of enterimgiin markets mainly due to its
quick access. Acquisition strategy offers the ftsteand the largest, initial

international expansion of any of the alternatidequisition has been increasing
because it is a way to achieve greater market poWwes market share usually is
affected by market power. Therefore, many multoval corporations apply

acquisitions to achieve their greater market poWayi. 2003 study on FDIs found out
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that benefits derived from FDI's host countries ¢enquite diverse and the actual
effect of FDI on the economic growth of the hostirtiies may vary greatly from one
country to another. Cannice (2004) observes thalewoth international trade and
FDI continue to grow, the rate of growth in FDI msore than double than of
international trade and attributes this phenometwithe effectiveness of foreign

subsidiaries.

Table 2.3 Advantages and Disadvantages of tBhModes

Entry mode Advantages Disadvantages
Exporting Trade barriers & tariffs add to
costs.
Minimizes risk and
investment. Transport costs
Speed of entry Limits access to local
information
Maximizes scale; uses
existing facilities. Company viewed as 4dn
outsider
Franchising Low development costsLack of control over quality
and risks

Inability to engage in globa
strategic coordination

Opening Branches arjdeasy to set up Complications in tax
Subsidiaries requirement.

Foreign Direct) Greater knowledge of | Expensive to set up.
Investments local market

Can better apply
specialized skills

Minimizes knowledge
spillover

Source-Hill (2005)

22



CHAPTER THREE

RESEARCH METHODOLOGY

3.1 Introduction

This chapter presents the research design usea cdig¢ction method, and research

instruments and data analysis.

3.2 Research Design

The research design employed in this study wassa study on strategies used by
NIC Bank when entering new markets. Kothari (1988%cribes a case study as a
form of qualitative analysis that involves a catefud complete observation of social
unit which may be a person, family or institutidrhe study focused on information
from managers as well as the staff working at teklon strategies employed by the
bank in its regional expansion and the extent taclwhhis has affected the

performance of the bank.

3.3 Data Collection

The study used both primary and secondary datimaPy data is information
gathered directly from respondents. Primary dateection was through interviewing
staff at NIC Bank. This is because they have firahd information regarding the
bank’s overall strategy of increased regional preseAn interview also facilitated
clarification of unclear issues. Secondary data wlatsined from the bank’s annual

reports, magazines, newspapers and NIC bank’s teebsi
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3.4 Data analysis

Data collected was analyzed using content analysisording to Kothari (1990)
content analysis consists of analyzing the contehtdfocumentary materials such as
books, magazines, newspapers and the content$ ofhalr verbal materials which
can be either spoken or printed. It is a technidoe making inferences by
systematically and objectively identifying speaifieharacteristics of messages and
using the same to relate trends. Content analysimi@es the intensity with which
certain words have been used. Content analysiemgsically describes the form or

content and or spoken material (Kombo and Tromp620
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CHAPTER FOUR

DATA ANALYSIS, RESULTS AND DISCUSSION

4.1 Introduction

This chapter discusses the data findings, analgsi$ interpretation. The main
objective of the research was to determine the etahtry strategies adopted by NIC

Bank to enter the East African markets.

Three senior managers of the bank were interviewetk manager was from NIC
Bank Kenya, the other one from NIC Bank Tanzania tre last one was from NIC
Bank Uganda. Their responses were written down ased for data analysis.
Secondary data was also used. This was gotten Wontd Bank reports, NIC Bank
financial reports and annual reports from the bamkbsite. The use of secondary
data was necessary to support the data receivedifiterviews with the three senior

managers in Uganda, Kenya and Tanzania.

Interview guide was used to obtain information frdme informants. The structured
interview guide is suitable because it makes thalystmore interactive hence
facilitates the gathering of information from trespondents. The target respondents
were three senior managers of the bank in Kenyazdrda and Uganda. Data

collected was qualitative in nature and therefor@yzed through content analysis.

4.2 Market Entry Strategies

The respondents were of the opinion that the styaté FDI was the best as far as
foreign entry is concerned. Though FDI was emplayetthe banks entry into the two

markets of Tanzania and Uganda, the mode of exatitithe two markets was very

25



different. All the managers interviewed in Kenyagdinda and Tanzania all agreed
that if the bank was to move in any other courttrgn the same method of FDI would

be used.

FDI is an internationalization strategy in whichetlirm establishes a physical
presence abroad through acquisition of productssets such as capital, technology,
labor, land, plant and equipment. FDI’s involve @nmship and control of a company
in a foreign country. It involves opening of wholbwned subsidiaries which are
operations in a host country that are fully ownedfdreign parent firm, a wholly
owned subsidiary, the firm owns 100% of the stdektablishing a wholly owned
subsidiary can be done in two ways. The firm céneeiset up a new operation in that
country often referred to as a Greenfield ventur& oan acquire an established firm
in that host nation or use it to promote its praduGreenfield investing is usually
offered as an alternative to another form of inwesit, such as mergers and
acquisitions, joint ventures or licensing agreerseatfirm can obtain wholly owned
foreign subsidiaries through acquisition that isuyihg out an existing foreign
producer or joint venture or new investment oftafemred to as Greenfields

investment.

4.2.1 Market Entry Strategy in Tanzania

The manager interviewed from Tanzania indicates lens by the group to firm its
foothold in Tanzania are in line with the groupisemall strategy of increased regional
presence. In addition the bank moved to Tanzanidolliow Kenyan customers
operating in this country and their customers. ldeted out that most customers
want their service providers especially banks towh them in all markets they

operate. The manager from Tanzania further poiotgtdduring the interview that,
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Tanzania is perceived to be a difficult market aeduisition was seen as the best

strategy.

NIC acquired a 51 per cent stake in Savings & Finanoenr@ercial Bank in
Tanzania, which it later renamed in line with theup’s brand. He was quick to
observe, during the interview, that the Tanzankzsgliary has been very successful in
terms of expansion, although it had registered p@sformance. As opposed to the
Greenfield strategy adopted in Uganda, the bankdft acquire an existing bank.
The manager also pointed out that the Tanzaniaidiabes had reported weak
performance and this was as a result of histoesles and bad debts that were

acquired when the business was purchased by the ban

An acquisition is a combination in which one compate acquirer, purchases and
absorbs the operations of another, the acquiresl,résources, competencies and
competitive capabilities of the newly created gmiee end up much the same
whether the combination is the result of acquisitar merger. Acquisition has
become a popular mode of entering foreign marketslyn due to its quick access.
Acquisition strategy offers the fastest, and thgdat, initial international expansion
of any of the alternative. Acquisition has beenreéasing because it is a way to
achieve greater market power. The market shardlyssiaffected by market power.
Therefore, many multinational corporations applgasitions to achieve their greater
market power. Benefits derived from FDI's host cni@s can be quite diverse and the
actual effect of FDI on the economic growth of tiast countries may vary greatly

from one country to another
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4.2.2 Market Entry Strategy in Uganda

The senior manager interviewed from Uganda expthitteat bank moved into
Uganda in line with the group’s overall strategyiméreased regional presence. The
same observations were noted by the manager ieteed from Kenya who, just like
his counterpart from Tanzania, noted that the bamksy into Uganda was in line
with NIC Bank’s critical success factor of “increas regional presence”. The
manager was quick to observe, during the interdieat the Uganda subsidiary had

been very successful with breakeven within one.year

NIC bank moved to Uganda through a Greenfield. B&rek started by establishing a
single branch in Kampala. As opposed to the adipnsstrategy adopted in Tanzania,
the bank opted to start its operations through imgerits own branches. The
interviewed manager from Uganda recommended thes sgpproach of NIC Bank

opening its own branches to be adopted by the bmnkove into other new markets,
he however observed that it would be necessaryyaah existing ‘outfit’ should the

market be an already existing market. This, he chatmuld reduce the costs

associated with expansion.

4.3 Challenges Facing Foreign Markets

Just like in the home market, Kenya, it was noteat NIC Bank was facing a lot of
competition in both Uganda and Tanzania market. tAd managers interviewed
confessed of even a tougher market abroad. The geamaterviewed from Kenya
noted that legal and regulatory frameworks are gomahallenge to foreign
businesses, he added that in order to get all &p[srdo either acquire an existing

bank or set up new operations, many approvalseapgned.
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One manager noted that with the signing of the Basta Community (EAC), it now

means being part of the trading block imposes nwmajlenges. Instead of having an
exclusive playground, the competition is openedwgh that the fittest is the one who
survives. Resources will be flowing where they vii# utilized. The manager was
also quick to point out that it was difficult toplecate the exact NIC bank financial
model into two markets. This was attributed to #mvironmental factors such as

culture, political stability and generally the eoamy of the foreign market.

One manager noted that getting the right taleranisssue in both markets and that
market acceptance has also been a challenge asithdas seen as a Kenyan foreign
bank. The Kenyan manager also pointed out thaingettork permits for expatriate
staff still remains a major challenge. He furthdded that small branch network is
also seen as an issue by companies that operatheirregion. With all these
challenges, it is, therefore, a preoccupation afkbato be efficient to be able to

compete favorably.

The interview with a manager in NIC Bank Kenya wmded that most of the

challenges have created opportunities and can ak wéh through collaboration,

training of resources, setting up shared servicgece and marketing one stop shop.
He was also quick to note, during the interviewt,tldeploying latest technology and
working towards poverty eradication by providingdit to businesses can help to
achieve greater milestones in all the three coemtEvery business has its difficulties
and presents is own challenges when it comes t@tipg successfully. For example,
the nature of business may not be accepted operheitargeted country because of
cultural differences. Also, international businesdace several restrictions like

acceptance, usability, application of the prodacally and customer service issues.
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Political expertise is a must for everyone butdttmes all so vital when working at
global stage. If some plans were appropriate faurywade, a change in ruling
government can bring strong changes in those plRaostical disarray will bring
down the financial system and that can affect ymusiness. To safeguard business
from such unhelpful bangs, you need to make sowtitigal decisionsAnother main
problem in international business is market contipetin host country; if best global
companies enter the markets, the competition gaease and accordingly inefficient

companies have to close their shops.

The political uncertainties and war like situatiare blockages to growth of trade
various multinational businesses have to countena®vere opposition by some
environment friendly organizations. Citizens arerenworried about water and air
pollution these days as it is becoming a severgefato their health. Some natural
calamity such as earthquake and floods or some ddiivil war breaking out in the

host nation is also in the catalogue of potentiallenges. A fresh challenge that a
global trade business has to bear these days ie spetific nation is the danger of

bombing, violence or terror campaigns.

The very first challenge for a global enterprisetasformulate an international
approach and then execute it. The administratos thwse at decision-making
positions often find it hard to alter their thougtattern, which is not good to work in
international paradigm. There are numerous worldwidsinesses but only a few of
them have really accepted a good international cgmbr. Though the situation is
improving with more and more professionals andnedi graduates taking on the
management positions. Nevertheless, global busimessmgement needs additional

ordinary management, foreseeing and control taledtsther main problem in
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International Business is Domestic Forces; the gowent or social restrictions

imposed on commerce and industry become hurdleonm®pany going global

4.3.1 Challenges Facing NIC Tanzania and the BankResponse

The interview with a manager in NIC Bank Tanzamiaealed the bank had registered
low performance owing to historical issues and thelits that were acquired when the
bank purchased the business. The manager obsematdmiany businesses lose
revenue and waste operating time on the roads @ueassive traffic jams by poor
roads hence limiting the ability to meet consumeat&mands on time. Although
Tanzania was perceived to be a difficult markeg Hank was optimistic that the
people of Tanzania will accept the bank; the manatp® expressed his confidence in
the way Tanzania was making great strides towanfuastructure to make the country

a conducive operating environment for foreign inves

The interviewed manager from Tanzania observed tthexe are various forms of
corruption in Tanzania. He stated that one majair@ss constraint is inefficient
government bureaucracy. Bribes have to be paidetahgngs done, making it time
intensive and cumbersome dealing with permits @&ah$es. He noted that this kind
of environment scares away investors hence redudimdystrialization and

development.
4.3.2 Challenges Facing NIC Uganda and the Bank’'séRponse

The interview with a manager in NIC bank Ugandanpe out that the biggest
challenge was penetrating the already establisteéieh Multinational banks such as
Stanbic, Barclays and Standard Chartered Bank Hhehdy set their foot and

captured a substantive market share. He was quiadatrify that NIC Bank had
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unique products and it was only a matter of timteeUganda people embraced the

bank’s products.

The manager interviewed from Uganda also noted ¢hedit risk too was a big
hindrance, whereby not all clients that banks lamdpay back in time or pay at all;
this increases the cost of loans to the clientsséach, uptake and disbursement of
loans were slow hence the increase in interestgvagual. On this, he noted that
Credit Reference Bureau (CRB) which is already lecc@ would result in reduced

risk.

Ugandan banks are facing a sharp rise in non-penigr loans for three months
period ending this month, dashing any hopes ofoéitpble year. This underlines the
pain that businesses and households are suffendgra high interest rates regime.
Borrowers continue to battle the high cost of lyim the wake of a slowdown in
economic activity. The bank of Uganda in its latestling survey said that half of the
banks (50.9 per cent) expect default rates on léaf®useholds and individuals to
increase over the quarter. Another 30.1 per cethielenders expect default rates to
remain the same while 19 per cent expect a draefaults. Faced with high default
rates, many banks are eyeing loan recoveries tce alo their revenues in a rather

difficult year.

The defaults are expected to rise further in thertgm ending December 2013, hurting
the profitability of the banks. A loan is considénmeon-performing if it remains un-
serviced for more than three months. Factors daethe increase in default rate (on
loans to households and individuals) are delay&tyspayments for civil servants in
the case of salary loans, joblessness coupledimdthasing rates of employee layoffs

and high cost of living. Uganda’s year-on-yearatitin surged to the highest in a year
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last month, on the back of high food and fuel mjdeaving borrowers prone to loan
default. Inflation rose to 7.3 per cent in Augusini 5.1 per cent the previous month.
Banking executives said while they are likely tontboue easing lending to
households in the coming months, businesses wile feelatively stricter loan
appraisals. This means that businesses may be akpogelatively expensive loans

for the remaining part of the year, denying themdfifor expansion.

But the demand for loans is expected to edge hightthe coming months. The key
factors given for these credit demand expectataasa further reduction in interest
rates; anticipation of increase in working capreduirements following a likely rise

in business activities as traders stock up forfdstive season; alignment of credit
products to customers’ needs, continuous improveinethe economic outlook, and

payment of school fees.

4.4 Discussion of Findings

The study found out that NIC bank used FDI as aketaentry strategy in both
Tanzania and Uganda market although the mode aluére was different in the two
countries. Acquisition strategy was adopted in Bawe and this resulted to losses due
to historical issues and bad debts that were aeduihen the bank purchased the
business. Since Tanzania was perceived to be iaulifmarket, this was considered
the best strategy. NIC bank moved to Uganda thrau@hreenfield. The bank started
by establishing a single branch in Kampala. As sppoto the acquisition strategy
adopted in Tanzania, the bank opted to start issaions through opening its own
branches. The Uganda subsidiary has been considergdsuccessful with break
even within one year. This approach of Greenfielts wecommended if NIC Bank

was to move into other new markets.
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CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

5.1 Introduction

This chapter discusses the findings of the reseanchdraws conclusions from the
major findings. The study was a case of NIC Bartie main objective of the research
was to determine specific market entry strategohspted by NIC Bank in Uganda
and Tanzania. The study also sought to find outlernges faced by the bank in
execution of its market entry strategies in Ugaadd Tanzania. This chapter seeks to
bring out the main findings of the research an@&rofecommendation based on the

results of the study.

5.2 Summary

The study found out that NIC bank used FDI as aketaentry strategy in both
Tanzania and Uganda market although the mode aluére was different in the two
countries. On the issue of challenges in Tanzahia,study established that poor
infrastructure, corruption and government bureaucras the main challenges. He
noted that this kind of environment scares awayestors hence reducing

industrialization and development.

On the issue of challenges facing Uganda, the shstiyblished that credit risk was
high; and costs of operations were high. The otlellenge was penetrating in a
market where multinational banks such as Barcl&yandard Chartered and Stanbic

had already established themselves.
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The study also revealed the need to assess aromagket before deciding on
whether to enter that particular foreign market art strategy to employ. This is
because a strategy used in entering one countrynoiagecessarily work in another
country. The study reveals that, there are oth&gntial African countries where NIC
bank can venture into; such as DRC Congo, Soutlarsadd Somalia where bulk of

the population is not banked and many Kenyan compare operating.

5.3 Conclusion

The findings of the research indicate that FDI asnarket entry strategy was
employed by NIC Bank, though different approachesemused. It was established
that NIC Bank used FDI as a market entry stratedy both Tanzania and Uganda
markets. In case of Tanzania, it acquired 51% stakeSavings & Finance

Commercial Bank in Tanzania and this resulted losses due to high operational
costs and bad debts acquired after the businesppwabkased. On the other hand,
NIC Bank has registered good results in Uganda evliestarted by opening its own

branches, with break even within the first year.

5.4 Recommendations

The findings of the study indicate that there oughbe a thorough analysis of the
business environment of the foreign market thatra fs planning to enter. This is
because any firm, whether indigenous or exotiaeed with a myriad of challenges
most of which are environmental and beyond the’§roontrol as was established
from the respondents. From the findings of thigaesh, there is a lot of potential in
Tanzania especially with improved infrastructure &may be advisable for firms to

venture into that market.
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There is also need to have a clear strategy origforentry that is based on a
company’s both long term and short term objectiW€ Bank adopted FDI but the
approach was different, hence the results arerdiffewith Uganda breaking even
faster than Tanzania. NIC Tanzania might make rpooéits in the future due to its
large branch network in Tanzania than in Ugandancdddirms moving into foreign

markets and employing FDI as an entry mode musivkubat approach to take given

the varying short term and long term results.

Finally, banks need to move to foreign markets vdtlclear understanding of the
foreign legislation, culture, social values, paktiand economic drivers of that
specific market. As it was pointed out by the mamaigterviewed from Tanzania,

poor infrastructure, corruption and government buceacy are the main challenges
facing businesses there. He noted that this kinehefronment scares away investors

hence reducing industrialization and development.

5.5 Limitations of the Study

It was difficult to collect all data given the shdime managers set for the interviews.
In some instances, the meeting had to be rescheedulimg to the tight schedules that

some managers had.

Given the nature of banks operations, bank managems not quite comfortable with

revealing all information during the interview.

5.6 Suggestions for Further Research

The research focused on just NIC bank and speltyfices entry strategies into

Tanzania and Uganda. However there are areas whithto be researched further.
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Further study needs to be done on the impact okehantry strategies to the short
term and long term performance of the firm. Thisyrba critical in explaining which
strategies are better in the short run and whiehbatter in the long run. As it is the
case for NIC, starting wholly owned subsidiariesdganda paid off with the bank
breaking even within one year. The acquisition Tanzania resulted in losses as a

result of historical costs and bad debts acquifedt the purchase of business.

There are other organizations which are not in lhaking industry and are not
financial institutions but have ventured into thasEAfrican market; they include
media industry, manufacturing industry, processindustry etc. Further study is

recommended on the market entry strategies thgsmiaations have employed.

There is also need to study other organizationshtae used other strategies such as
mergers and joint ventures. A good example is Stahthank of South Africa and

CFC bank of Kenya to form CFC Stanbic.
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APPENDIX 1

INTERVIEW GUIDE

1. Do you consider NIC Bank’s entry into the East ém market a success and

why?
2. What factors contributed to the success?

3. What are the major strategies that the bank has tesenter into the countries
it operates in?

4. Why do you think the NIC opted for those marketrgstrategies?

5. What challenges do you think the bank faced in shm@pthe market entry

strategies?

6. Has the implementation of the expansion strategyaved bank’s financial

standing?

7. Apart from financial performance, what other adegess have been gained by
the bank from the adoption and implementation & thgional expansion
strategy?

8. How have the following factors challenged / inflaed NIC’s business;
a) Political factors
b) Economic factors
c) Social factors
d) Technological factors.
9. How is the bank dealing with these lgmajes?
10.Would you advice the bank to move to other Africanintries and why?

11.NIC bought 51% stake in a Tanzanian bank, do yinktthat was the best
strategy and why?
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12.1f NIC was to move to another African country, wowou advice it to buy

another bank and why?
13. What are some of the reasons why organizationarekfo foreign markets?

14.Do you think an organization’s internal competeacadfect the choice of

entry strategy?

15.What are some of the benefits of adopting the cormarket entry strategy?
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